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For&an&explanation&on&how&to&read&this&report,&please&visit&the&FLA&website&here.&
FLA!Comment:&As&of&2012,&Skullcandy&has&ceased&affiliation&with&the&FLA&and&therefore&will&not&be&
providing&any&further&updates&on&the&pending&corrective&action&plans&in&this&report.&
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&
&
2&
&
&
&
CONTENTS:!!
Wages,&Benefits&and&Overtime&Compensation&Holidays,&Leave,&Legal&Benefits&and&Bonuses&.......&3&
Wages,&Benefits&and&Overtime&Compensation&False&Payroll&Records&............................................&4&
Wages,&Benefits&and&Overtime&Compensation&Worker&Wage&Awareness&.....................................&6&
Freedom&of&Association:&Right&to&Freely&Associate&........................................................................&7&
Harassment&or&Abuse:&Discipline/Review&of&Disciplinary&Action&....................................................&9&
Code&Awareness:&..........................................................................................................................&10&
Code&Awareness:&..........................................................................................................................&11&
Code&Awareness:&..........................................................................................................................&12&
Health&and&Safety:&Evacuation&Requirements&and&Procedure&.....................................................&14&
Health&and&Safety:&Machinery&Maintenance&and&Worker&Training&..............................................&15&
Hours&of&Work:&Time&Recording&System&.......................................................................................&16&
Hours&of&Work:&Overtime/Calculation&Over&Period&Longer&Than&One&Week&...............................&18&
&
&
&
&
&
&
&
&
&
&
&
&
&
&
&
&
&
&
&
3&
&
!!
Wages,!Benefits!and!Overtime!Compensation&Holidays,!Leave,!Legal!Benefits!and!Bonuses&&
WBOT.5&Employers&shall&provide&all&legally&mandated&holidays,&leave,&benefits&and&bonuses,&such&as&
official&holidays,&annual&leave,&sick&leave,&severance&payments&and&13th&month&payments,&to&all&eligible&
workers&within&legally&defined&time&periods.&In&addition,&all&leave&and&bonuses&shall&be&calculated&
correctly.&(S)&!
!
Noncompliance!
!
Explanation:!!Based&on&review&of&the&provided&social&insurance&receipts&and&employee&interviews,&it&
was&confirmed&that&63&employees&were&not&provided&with&pension&and&56&employees&
were&not&provided&with&medical,&maternity&and&unemployment&insurances&among&total&
118&employees&in&the&factory.&(All&employees&were&provided&with&workarelated&injury&
insurance.&And&Although&the&factory&obtained&a&waiver&from&the&local&social&insurance&
bureau,&this&violated&the&Social&Insurance&Law.)&This&violated&the&Article&9,&Article&20,&
Article&29,&Article&39,&and&Article&49&of&Social&Insurance&Law&of&the&PRC.&!
Plan!Of!
Action:!!
Skullcandy&requires&all&suppliers&to&conform&to&Local&and&National&Laws.&Factory&will&be&
required&to&provide&social&benefits&and&insurance&to&all&employees.&!
Deadline!
Date:!!
12/16/2011!!
!Supplier!
CAP:!!
Factory&will&purchase&the&required&social&insurance&as&required&by&Social&Insurance&law&of&
the&PRC.&!
Supplier!
CAP!Date:!!
12/01/2011!!
Action!
Taken:!!
Factory&has&bought&the&required&insurance&proportionally&according&to&the&requirements&
of&the&local&Social&Welfare&Department.&Skullcandy&representative&has&been&provided&
with&certification&from&Social&Welfare&Department&noting&compliance&to&health&insurance,&
pension,&and&unemployment&assistance.&See&attachment&to&report.&
Plan!
Complete:!!
Yes!!
Plan!
Complete!
Date:!!
12/14/2011!!
!
!
!
&
&
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&
Wages,!Benefits!and!Overtime!Compensation&False!Payroll!Records&&
WBOT.19&Employers&shall&not&use&hidden&or&multiple&payroll&records&in&order&to&hide&overtime,&to&falsely&
demonstrate&hourly&wages,&or&for&any&other&fraudulent&reason.&Payroll&records&maintained&shall&be&
authentic&and&accurate.&(P)!
!
Noncompliance!
!
Explanation:!!The&compliance&status&of&overtime&wages&could&not&be&verified&due&to&incomplete&and&
inaccurate&time&records&and&two&different&sets&of&payrolls&for&December&2010&and&
January&2011&for&some&employees:&1)&there&were&some&inconsistencies&between&the&
production&records&and&the&time&records.&For&example,&the&production&records&indicated&
that&some&employees&worked&on&some&Sundays,&such&as&February&13,&March&13,&April&
17/24,&May&8,&June&12/19&in&the&year&2011,&but&the&time&records&indicated&that&relevant&
employees&rest&on&those&days;&2)&two&different&sets&of&payrolls&for&December&2010&and&
January&2011,&which&were&all&signed&by&the&employees&themselves,&were&found&for&some&
employees.&For&example,&the&payrolls&provided&by&the&factory&indicated&that&the&net&wage&
of&Worker&A&was&RMB&2710&in&December&2010,&but&another&set&of&payrolls&found&in&the&
workshop&by&the&auditors&indicated&that&this&worker's&net&wage&was&RMB&2650&in&
December&2010;&the&payrolls&provided&by&the&factory&indicated&that&the&net&wage&of&
Worker&B&was&RMB&1338&and&there&was&no&overtime&on&regular&working&days&in&January&
2011,&but&another&set&of&payrolls&found&in&the&workshop&by&the&auditors&indicated&that&
this&worker's&net&wage&was&RMB&1502&and&the&overtime&on&the&regular&working&days&
were&38&hours&in&January&2011.!!
Plan!Of!
Action:!!
Skullcandy&will&conduct&an&immediate&review&of&factories&payroll&records&to&verify&
compliance.&
Deadline!
Date:!!
12/09/2011!!
!
!Supplier!
CAP:!!
Factory&will&review&all&payroll&records&over&the&last&12&months&to&verify&compliance&to&
labor&laws&and&requirements.&Factory&will&determine&why&records&are&conflicting&and&
inaccurate.!
!
!
!
!
!
&
&
5&
&
!
Supplier!
CAP!Date:!!
03/02/2012!!
Action!
Taken:!!
Factory&determined&that&he&found&working&hours&and&payroll&records&are&incorrect,&and&
their&staff&made&mistakes&in&preparing&these&documents.&The&dates&in&the&working&hours&
records&do&not&indicate&the&production&dates,&they&are&just&the&recording&dates.&Since&the&
first&payroll&records&are&incorrect,&their&staff&prepared&another&of&set&document&with&
correct&data.&The&wrong&payroll&records&were&supposed&to&be&destroyed&but&their&HR&staff&
failed&to&do&so.&This&is&the&reason&why&2&sets&of&payroll&records&were&found.&Factory&has&
reachecked&the&working&hours&records&and&verified&that&they&have&paid&the&wages&to&
workers&according&to&the&local&labor&law&based&on&min&salary&$1100/&21.75&days,&overtime&
wages&at&daily&wage&x&1.5,&Sunday&and&Saturday&wages&at&daily&wage&x&2,&public&holiday&
wage&at&daily&wage&x&3.&!
Plan!
Complete:!!
Yes!!
Plan!
Complete!
Date:!!
01/10/2012!!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
&
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&
Wages,!Benefits!and!Overtime!Compensation!Worker!Wage!Awareness!!
WBOT.22&Employers&shall&make&every&reasonable&effort&to&ensure&workers&understand&the&wages,&
including&the&calculation&of&wages,&incentives&systems,&benefits&and&bonuses&they&are&entitled&to&in&a&
factory&and&under&applicable&laws.&To&this&end,&employers&shall&communicate&orally&and&in&writing&to&all&
workers&all&relevant&information&in&the&local&language&or&language(s)&spoken&by&the&workers,&if&different&
from&the&local&language.&(P)!
!
Noncompliance!
!
Explanation:!!Based&on&worker&interviews,&it&was&found&that&about&60%&interviewed&workers&were&not&
aware&of&the&factory&policies&about&annual&leave,&maternity&leave,&sick&leave,&marriage&
leave&or&funeral&leave,&although&the&factory&had&related&paid&leave&policies&according&to&
the&requirement&of&local&law.!
Plan!Of!
Action:!!
Skullcandy&to&verify&Factory's&training&records&and&training&material&to&ensure&they&are&
properly&notifying&employees&about&policies&on&employment&leave.&!
Deadline!
Date:!!
12/16/2011!!
!Supplier!
CAP:!!
Factory&will&provide&immediate&training&session&to&all&employees&to&review&Employee&
Handbook&and&properly&train&employees&on&their&rights&for&leave.&!
Supplier!
CAP!Date:!!
12/09/2011!!
Action!
Taken:!!
Factory&has&conducted&a&training&session&on&Dec&13&2011&on&the&Employee&Handbook&and&
all&related&policies.&Training&records&were&provided&to&Skullcandy&on&Jan&11,&2012.&
Employment&policies&have&also&been&posted&on&the&bulletin&board&at&the&employee&
entrance;&confirmed&by&Skullcandy&on&Jan&11,&2012.&!
Plan!
Complete:!!
Yes!!
Plan!
Complete!
Date:!!
12/13/2011!!
!
!
!
!
&
&
7&
&
Freedom!of!Association:!Right!to!Freely!Associate!!
FOA.2&Workers,&without&distinction&whatsoever,&shall&have&the&right&to&establish&and,&subject&only&to&the&
rules&of&the&organization&concerned,&to&join&organizations&of&their&own&choosing&without&previous&
authorization.&The&right&to&freedom&of&association&begins&at&the&time&that&a&worker&seeks&employment,&
and&continues&through&the&course&of&employment,&including&eventual&termination&of&employment,&and&
is&applicable&as&well&to&unemployed&and&retired&workers.&(S)!
!
Noncompliance!
!
Explanation:!!FLA&Comment:&The&Chinese&constitution&guarantees&Freedom&of&Association&(FOA);&
however,&the&Trade&Union&Act&prevents&the&establishment&of&trade&unions&independent&
of&the&sole&official&trade&union&a&the&All&China&Federation&of&Trade&Unions&(ACFTU).&
According&to&the&ILO,&many&provisions&of&the&Trade&Union&Act&are&contrary&to&the&
fundamental&principles&of&FOA,&including&the&nonarecognition&of&the&right&to&strike.&As&a&
consequence,&all&factories&in&China&fall&short&of&the&ILO&standards&on&the&right&to&organize&
and&bargain&collectively.&However,&the&government&has&introduced&new&regulations&that&
could&improve&the&functioning&of&the&labor&relations&mechanisms.&The&Amended&Trade&
Union&Act&of&Oct.&2001&stipulates&that&union&committees&have&to&be&democratically&
elected&at&members'&assemblies&and&trade&unions&must&be&accountable&to&their&members.&
The&trade&union&has&the&responsibility&to&consult&with&management&on&key&issues&of&
importance&to&their&members&and&to&sign&collective&agreements.&Trade&unions&also&have&
an&enhanced&role&in&dispute&resolution.&In&Dec.&2003,&the&Collective&Contracts&Decree&
introduced&the&obligation&for&representative&trade&unions&and&employers&to&negotiate&
collective&agreements,&in&contrast&to&the&previous&system&of&nonanegotiated&
administrative&agreements.&Based&on&management&and&worker&interviews,&it&was&found&
that&there&was&no&trade&union&or&other&workers'&organization&in&the&factory.!!
Plan!Of!
Action:!!
Skullcandy&to&confirm&factory&knowledge&and&compliance&to&Skullcandy&Code&of&Conduct&
that&states&that&factory&must&allow&freedom&of&association.&!
Deadline!
Date:!!
12/09/2011!!
!
!
!
!
!
!
&
&
8&
&
!
!Supplier!
CAP:!!
Factory&will&provide&immediate&training&session&to&all&employees&to&review&Employee&
Handbook&and&properly&train&employees&on&their&rights&of&freedom&of&association.&!
Supplier!
CAP!Date:!!
12/09/2011!!
Action!
Taken:!!
Factory&has&provided&training&to&our&workers&on&Employee&Handbook&as&well&as&the&Code&
of&Conduct&of&Skullcandy&regarding&freedom&of&trade&union,&letting&them&know&they&have&
the&right&to&join&the&trade&union&developed&by&the&local&government.&Training&records&
were&provided&to&Skullcandy&on&Jan&11,&2012;&however&factory&employees&have&not&yet&
decided&to&form&a&trade&union.&!
Plan!
Complete:!!
No!
Plan!
Complete!
Date:!!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
&
&
9&
&
Harassment!or!Abuse:!Discipline/Review!of!Disciplinary!Action!!
H&A.3&The&disciplinary&system&shall&include&possibilities&for&workers&to&have&disciplinary&action&imposed&
on&them&reviewed&by&someone&at&a&higher&managerial&position&than&the&manager&who&imposed&the&
disciplinary&action.&In&addition,&such&a&system&shall&include&the&ability&of&a&worker&to&appeal&and/or&
question&any&disciplinary&action&against&him&or&her&and/or&have&a&third&party&of&his&or&her&choice&present&
when&the&disciplinary&action&is&being&imposed.&(P)!
!
Noncompliance!
!
Explanation:!!Based&on&review&of&the&Employee&Handbook&and&worker&interviews,&it&was&found&that&
there&was&no&policy&for&workers&to&appeal&and/or&question&any&disciplinary&action&against&
him&or&her,&and/or&have&a&third&party&of&his&or&her&choice&present&when&the&disciplinary&
action&is&imposed,&and&providing&possibility&for&the&worker&to&appeal&to&higher&managerial&
position&than&the&manager&who&imposed&the&disciplinary&action.!!
Plan!Of!
Action:!!
Skullcandy&will&conduct&an&immediate&review&of&factories&HR&policies&to&ensure&there&are&
appropriate&policies&in&place&to&allow&fair&and&confidential&reporting&of&grievances.&!
Deadline!
Date:!!
12/09/2011!!
!Supplier!
CAP:!!
Factory&will&review&its&current&HR&policies&to&determine&gaps&between&current&
requirements&and&findings&by&the&IEM&Team.&Any&deficiencies&will&be&addressed&and&
remedied&through&policy&change&and&training.&!
Supplier!
CAP!Date:!!
12/09/2011!!
Action!
Taken:!!
Factory&has&amended&the&Employee&Handbook&to&list&out&the&right&for&him/her&to&appeal&
or&question&any&disciplinary&action&against&him&or&her,&and/or&have&a&third&party&of&his&or&
her&choice&present&when&the&disciplinary&action&is&imposed.&And&stated&their&appealing&
right&to&the&high&managerial&position&through&HR&Factory&has&conducted&a&training&session&
on&Dec&13th&2011&on&the&Employee&Handbook&and&all&related&policies.&Training&records&
were&provided&to&Skullcandy&on&Jan&11,&2012.&Employment&policies&have&also&been&posted&
on&the&bulletin&board&at&the&employee&entrance;&confirmed&by&Skullcandy&on&Jan&11,&
2012.&&
&
&
&
&
&
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&
!
Plan!
Complete:!!
No!!
Plan!
Complete!
Date:!!
01/11/2012!!
!
!
!
Code!Awareness:&&
GEN.1&Establish&and&articulate&clear,&written&workplace&standards.&Formally&convey&those&standards&to&
Company&factories&as&well&as&to&licensees,&contractors&and&suppliers.&!
!
Noncompliance!
!
Explanation:!!Based&on&management&interviews,&it&was&found&that&the&company&(Skullcandy)&did&not&
provide&its&Code&of&Conduct&to&the&factory.!!
Plan!Of!
Action:!!
Skullcandy&to&immediately&investigate&why&Code&of&Conduct&was&not&provided&to&factory.!!
Deadline!
Date:!!
12/09/2011!!
!Supplier!
CAP:!!
Factory&determined&that&the&Hong&Kong&Office,&who&is&the&direct&contact&with&Skullcandy,&
failed&to&flow&down&the&Code&of&Conduct&to&the&factory&management.&!
Supplier!CAP!
Date:!!
12/09/2011!!
Action!
Taken:!!
Our&Hong&Kong&office&has&provided&Skullcandy's&Code&of&Conduct&the&Factory&Staff.&Hong&
Kong&Office&has&revised&its&documentation&process&to&ensure&that&all&policies&and&
procedures&from&customers&are&provided&to&factory&management.&!
Plan!
Complete:!!
Yes!!
Plan!
Complete!
Date:!!
01/11/2012!!
!
!
!
&
&
11&
&
Code!Awareness:&
GEN.2&Ensure&that&all&Company&factories&as&well&as&contractors&and&suppliers&inform&their&employees&
about&the&workplace&standards&orally&and&through&the&posting&of&standards&in&a&prominent&place&(in&the&
local&languages&spoken&by&employees&and&managers)&and&undertake&other&efforts&to&educate&employees&
about&the&standards&on&a&regular&basis.!
!
Noncompliance!
!
Explanation:!!Based&on&site&observation&and&worker&interviews,&it&was&found&that&the&factory&neither&
posted&the&Code&of&Conduct&of&Skullcandy&Inc.&in&the&factory,&nor&orally&inform&the&
workers&of&the&Code&of&Conduct&of&Skullcandy&Inc.!!
Plan!Of!
Action:!!
Skullcandy&to&immediately&investigate&why&Code&of&Conduct&was&not&provided&to&factory&
and&determine&why&factory&employees&are&unaware&of&Skullcandy&policies.&!
Deadline!
Date:!!
12/09/2011!!
!Supplier!
CAP:!!
Factory&to&post&the&Skullcandy&Code&of&Conduct&on&the&employee&notice&board.&Code&of&
Conduct&will&also&be&translated&to&Chinese.&Factory&will&provide&training&to&employees&on&
Skullcandy&Code&of&Conduct.&!
Supplier!
CAP!Date:!!
12/09/2011!!
Action!
Taken:!!
Factory&has&posted&the&Skullcandy&Code&of&Conduct&on&the&notice&board&for&workers'&
reference&in&English&and&Chinese.&Factory&has&provided&training&to&their&workers&on&
Skullcandy's&Code&of&Conduct;&inclusive&of&Forced&Labor,&Child&Labor,&Harassment&or&
Abuse,&Nondiscrimination,&Freedom&of&Association&and&Collective&Bargaining,&Wages&and&
Benefits,&Hours&of&Work,&Overtime&Compensation,&Informed&Workplace.&Skullcandy&has&
confirmed&CoC&posted&in&main&employee&entrance&in&English&and&Chinese.&Also&have&
confirmed&training&records&for&employees&for&CoC&training.&&
&
&
&
&
&
 
&
&
12&
&
!
Plan!
Complete:!!
Yes!!
Plan!
Complete!
Date:!!
01/11/2012!!
!
!
!
Code!Awareness:!
GEN.3&Develop&a&secure&communications&channel,&in&a&manner&appropriate&to&the&culture&and&situation,&
to&enable&Company&employees&and&employees&of&contractors&and&suppliers&to&report&to&the&Company&
on&noncompliance&with&the&workplace&standards,&with&security&that&they&shall&not&be&punished&or&
prejudiced&for&doing&so.!
!
Noncompliance!
!
Explanation:!!Based&on&site&observation&and&employee&interviews,&it&was&noted&that&there&was&no&
confidential&noncompliance&reporting&mechanism&that&allowed&factory&workers&to&
contact&the&participating&company&directly.!!
Plan!Of!
Action:!!
Skullcandy&to&immediately&investigate&why&factory&does&now&allow&employee&access&to&
SKullcandy&contacts.&!
Deadline!
Date:!!
12/09/2011!!
!Supplier!
CAP:!!
Factory&to&develop&a&confidential&noncompliance&reporting&mechanism&to&allow&workers&
to&contact&Skullcandy.&!
Supplier!
CAP!Date:!!
!
!
!
!
!
!
!
&
&
13&
&
!
Action!
Taken:!!
Factory&has&developed&a&confidential&noncompliance&reporting&mechanism&that&allows&
workers&to&contact&participating&company&in&order&to&protect&their&rights.&Factory&has&
provided&training&to&workers&regarding&confidential&noncompliance&reporting&mechanism,&
that&they&can&contact&the&participating&company.&Factory&will&ensure&worker's&name&and&
content&will&not&be&disclosed&to&any&third&party.&Factory&has&provided&Skullcandy&Training&
Records;&Skull&as&confirmed&that&the&Skullcandy&China&office&address,&phone&number&and&
email&address&are&posted&in&main&employee&entrance&for&confidential&reporting.&!
Plan!
Complete:!!
Yes!!
Plan!
Complete!
Date:!!
01/11/2012!!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
&
&
14&
&
Health!and!Safety:!Evacuation!Requirements!and!Procedure!!
H&S.9&All&applicable&legally&required&or&recommended&elements&of&safe&evacuation&(such&as&posting&of&
evacuation&plans,&the&installation&and&maintenance&of&an&employee&alarm&and&emergency&lighting&
systems,&ensuring&aisles/exits&are&not&blocked&and&that&workers&are&not&blocked&within&their&
workstations,&employee&education,&evacuation&procedures,&etc.)&shall&be&complied&with.&Workers&shall&
be&trained&in&evacuation&procedures.&Alarm&systems&shall&be&regularly&tested&and&evacuation&drills&shall&
be&undertaken&at&least&annually.&(S)&!
!
Noncompliance!
!
Explanation:!!Based&on&site&observation,&it&was&found&that&no&emergency&light&and&exit&sign&were&
installed&in&the&QC&room&(about&30&square&meters)&on&the&3rd&floor,&where&6&employees&
worked&in.&It&violates&Article&11.3.1&and&11.3.4&of&the&Code&for&Design&of&Building&Fire&
Protection&and&Prevention&(GB50016a2006).&!
Plan!Of!
Action:!!
Skullcandy&to&send&representative&to&factory&to&asses&risk&and&safety&violations.&!
Deadline!
Date:!!
12/09/2011!!
!Supplier!
CAP:!!
Factory&to&review&findings&from&IEM&Team&and&make&immediate&fixes&to&improve&safety&
risks.&!
Supplier!
CAP!Date:!!
12/09/2011!!
Action!
Taken:!!
Factory&has&installed&emergency&lighting&and&exit&signs&in&all&areas&recommended&by&the&
IEM&Team.&Skullcandy&has&confirmed&installation&of&lighting&and&signs&during&factory&walk&
through&Jan&11,&2012.&!
Plan!
Complete:!!
Yes!!
Plan!
Complete!
Date:!!
01/11/2012!!
!
!
!
!
!
&
&
15&
&
Health!and!Safety:!Machinery!Maintenance!and!Worker!Training!!
H&S.18&All&production&machinery,&equipment&and&tools&shall&be&regularly&maintained&and&properly&
guarded.&Workers&shall&receive&training&in&the&proper&use&and&safe&operation&of&machinery,&equipment&
and&tools&they&use.&Employers&shall&ensure&safety&instructions&are&either&displayed/posted&near&all&
machinery&or&are&readily&accessible&to&the&workers.&(S)&!
!
Noncompliance!
!
Explanation:!!Based&on&site&observation,&it&was&found&that&the&clearance&of&the&protective&covering&for&4&
exhaust&fans&(about&0.5&meters&high&above&the&floor)&on&the&3rd&floor&was&about&3&cm,&
which&was&a&potential&risk&to&hurt&workers'&finger.&It&violated&the&Article&6.1.6&of&the&Code&
of&Design&of&Manufacturing&Equipment&Safety&and&Hygiene.!!
Plan!Of!
Action:!!
Skullcandy&to&send&representative&to&factory&to&assess&risk&and&safety&violations&noted&in&
IEM&report.&!
Deadline!
Date:!!
12/09/2011!!
!Supplier!
CAP:!!
Factory&to&review&findings&from&IEM&Team&and&make&immediate&fixes&to&improve&safety&
risks.&!
Supplier!
CAP!Date:!!
12/09/2011!!
Action!
Taken:!!
Factory&has&installed&protective&coverings&all&areas&recommended&by&the&IEM&Team.&
Skullcandy&confirmed&the&installation&protective&coverings&during&factory&walk&through&
Jan&11,&2012.&!
Plan!
Complete:!!
Yes!!
Plan!
Complete!
Date:!!
01/11/2012!!
!
!
!
!
!
!
&
&
16&
&
Hours!of!Work:&Time!Recording!System&&
HOW.6&Time&worked&by&all&workers,&regardless&of&compensation&system,&shall&be&fully&documented&by&
time&cards&or&other&accurate&and&reliable&recording&systems&such&as&electronic&swipe&cards.&Employers&
are&prohibited&from&maintaining&multiple&timeakeeping&systems&and/or&false&records&for&any&fraudulent&
reason,&such&as&to&falsely&demonstrate&working&hours.&Time&records&maintained&shall&be&authentic&and&
accurate.&(P)!
!
Noncompliance!
!
Explanation:!!The&working&hours&records&were&incomplete&and&inaccurate&according&to&below&findings:&
1)&there&were&some&inconsistencies&between&the&production&records&and&the&time&
records.&For&example,&the&production&records&indicated&that&some&employees&worked&on&
some&Sundays,&such&as&February&13,&March&13,&April&17/24,&May&8,&June&12/19&in&the&year&
2011,&but&the&time&records&indicated&that&relevant&employees&rest&on&those&days;&2)&two&
different&sets&of&payrolls&for&December&2010&and&January&2011,&which&were&all&signed&by&
the&employees&themselves,&were&found&for&some&employees.&For&example,&the&payrolls&
provided&by&the&factory&indicated&that&the&net&wage&of&Worker&A&was&RMB&2710&in&
December&2010,&but&another&set&of&payrolls&found&in&the&workshop&by&the&auditors&
indicated&that&this&worker's&net&wage&was&RMB&2650&in&December&2010;&the&payrolls&
provided&by&the&factory&indicated&that&the&net&wage&of&Worker&B&was&RMB&1338&and&
there&was&no&overtime&on&regular&working&days&in&January&2011,&but&another&set&of&
payrolls&found&in&the&workshop&by&the&auditors&indicated&that&this&worker's&net&wage&was&
RMB&1502&and&the&overtime&on&the&regular&working&days&were&38&hours&in&January&2011.&
Root&cause:&There&was&no&effective&working&hours&control&system&in&the&factory.!!
Plan!Of!
Action:!!
Skullcandy&to&conduct&an&immediate&investigation&and&review&of&factory's&working&hours&
control&system.&!
Deadline!
Date:!!
12/09/2011!!
!Supplier!
CAP:!!
Factory&to&assess&current&working&hours&control&system&to&determine&deficiencies&as&
noted&in&IEM's&audit&report.&&
&
&
&
&
&
&
&
17&
&
!
Supplier!
CAP!Date:!!
12/09/2011!!
Action!
Taken:!!
Factory&determined&that&the&found&working&hours&and&payroll&records&are&incorrect,&and&
their&staff&made&mistakes&in&preparing&these&documents.&The&dates&in&the&working&hours&
records&do&not&indicate&the&production&dates,&they&are&just&the&recording&dates.&Since&the&
first&payroll&records&are&incorrect,&their&staff&prepared&another&of&set&document&with&
correct&data.&The&wrong&payroll&records&were&supposed&to&be&destroyed&but&their&HR&staff&
failed&to&do&so.&This&is&the&reason&why&2&sets&of&payroll&records&were&found.&Factory&has&
reachecked&the&working&hours&records&and&verified&that&they&have&paid&the&wages&to&
workers&according&to&the&local&labor&law&based&on&min&salary&$1100/&21.75&days,&overtime&
wages&at&daily&wage&x&1.5,&Sunday&and&Saturday&wages&at&daily&wage&x&2,&public&holiday&
wage&at&daily&wage&x&3.!!
Plan!
Complete:!!
Yes!!
Plan!
Complete!
Date:!!
01/11/2012!!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
!
&
&
18&
&
Hours!of!Work:!Overtime/Calculation!Over!Period!Longer!Than!One!Week!!
HOW.10.&Employers&are&allowed&to&calculate&normal&hours&of&work&as&an&average&over&a&period&of&
longer&than&one&week&where&local&laws,&regulations&and&procedures&provide&for&such&a&possibility&but&
only&when&all&formal&and&procedural&requirements&attached&to&such&calculation&(for&instance,&obtaining&
official&permission&from&the&relevant&authorities&or&limits&to&the&period&during&which&such&calculations&
can&be&made)&are&met.&The&basis&for&such&calculation&shall,&however,&remain&at&all&times&the&lesser&of&48&
hours&per&week&or&legal&limits&on&hours&of&work&in&the&country&of&manufacture&or,&where&such&legal&
limits&do&not&exist,&the&regular&work&week&in&such&country.&(S)!
!
Noncompliance!
!
Explanation:!!Based&on&the&provided&time&records,&it&was&found&that&80%&employees'&total&overtime&
hours&were&up&to&550&hours&from&Jan&1&to&Nov&30,&2011,&exceeding&the&maximum&
overtime&limit&of&432&hours&as&per&the&Comprehensive&Working&Hour&System&Waiver&valid&
from&Jan&1&to&Dec&31,&2011.&It&violates&Article&65&of&the&Instruction&on&the&Implementation&
of&the&China&Labor&Law.&!
Plan!Of!
Action:!!
Skullcandy&to&conduct&an&immediate&review&of&factory's&overtime&compliance&policy.&!
Deadline!
Date:!!
12/09/2011!!
!Supplier!
CAP:!!
The&factory&is&to&immediately&adjust&its&overtime&allowance&policy&and&train&employees&on&
their&rights&for&overtime.&!
Supplier!
CAP!Date:!!
12/13/2011!!
!
!
!
!
!
!
!
!
!
&
&
19&
&
!
Action!
Taken:!!
Factory&has&made&immediate&adjustments&to&production&planning&to&follow&the&Max.&
Working&Hours&Restriction&strictly.&With&the&Comprehensive&Working&Hours&System&
Waiver&Approval,&Factory&will&ensure&the&total&working&hours&does&not&exceed&60&
hrs/week&and&overtime&working&2hrs/day.&Total&working&hrs&per&year&will&not&exceed&
2432&hrs&with&at&least&1&rest&day/week&or&1&rest&day&with&every&6&consecutive&working&
days.&The&employee&handbook&has&been&updated&to&reflect&this&policy&change&and&
training&with&employees&was&conducted.&On&Jan&11,&2012&Skullcandy&confirmed&policy&
update&in&employee&handbook&and&received&training&records.&Skullcandy&has&also&
requested&factory&to&conduct&line&balance,&throughput&analysis,&bottleneck&ID,&etc.&to&
improve&efficiency&of&production&line&to&eliminate&need&for&excess&OT.&Skullcandy&
conducted&a&followaup&visit&on&Feb&27,&2012&to&verify&compliance&&
Plan!
Complete:!!
Yes!!
Plan!
Complete!
Date:!!
02/27/2012!!
!
!
!
!
&
&
&
